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Agenda item
VWhat next for Medi care+Choi ce

Scott Harri son

MR. HACKBARTH: Next up, what's next for Medicare+Choice?

DR. HARRI SON: Today we have assorted topics on
Medi car e+Choi ce. The panel you see here will present four
different topics related to Medicare+Choice that will give you a
chance to see where we are on these Medicare+Choice issues. W
don't have any draft reconmendations to present today. |Instead
we will listen to your discussions then cone back in Decenber
wi t h Medi care+Choi ce draft reconmendati ons.

Susanne will start with a quick |ook at the benefits that
will be offered by Medi care+Choice plans for 2002. Next Dan wi ||
gi ve you an update on the current status and next steps for risk
adj usting paynents to the plans. And Ariel Wnter, in his MedPAC
debut, will followw th a report on the GVE carve-out from

Medi car e+Choi ce paynent rates. Finally, I will take a | ook at
the issue of using conpetitive bidding to set paynent rates.
Susanne?

DR. SEAGRAVE: Good norning. At the COctober neeting, the
Comm ssi on expressed sone interest in getting information about
t he 2002 Medi care+Choi ce benefit packages. | amhere today to
present sone prelimnary findings of our analysis. | want to
stress that these are very prelimnary.

So far staff have anal yzed the benefit package al ong two
di mensions: the premuns that plans are charging and the
out patient prescription drug benefits that plans are offering.
W have not yet | ooked at hospital coverage and inpatient
coverage and those sorts of issues.

In the first slide we present national trends from 1999 to
2002 in beneficiaries' access to plans with selected benefits.
think it's fair to say in general that access to these types of

benefits have declined from 1999 to 2002. | wanted to note here
that we are | ooking at all Medicare+Choice plans except for the
private fee-for-service plans. 1'll allude to that nore in a
m nute. As you can see, from 1999 to 2002 access to zero prem um
plans in particular declined a lot. It fell by about half, in
fact.

You can see in this slide that beneficiaries who live in
urban areas still have nodest access to nmany of these types of

benefits. However, in rural areas | think it's fair to say that
access is close to none in rural areas. But | wanted to point
out that in fact al nost 30 percent of beneficiaries in urban
areas have access to a zero premum plan that also offers a drug
benefit.

As you can see, there's also a continuing disparity in
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access between floor and non-floor counties. By floor counties |
mean those counties in which the Medi care+Choi ce base paynent
rate is either $475 or $525. The non-fl oor counties include al
ot her counti es.

DR. NEWHOUSE: Susanne, can | ask, these are percentages of
pl ans or percentages of beneficiaries?

DR. SEAGRAVE: These are percentages of beneficiaries.

DR. NEWHOUSE: So they're beneficiary wei ghted.

DR. SEAGRAVE: Yes. W see that access to zero premumin
prescription drug benefits in floor counties still |ag behind the
access in non-floor counties. | wanted to point out here again
t hat we have excluded the private fee-for-service plans because
we typically do exclude themin this kind of analysis. But even
if we included them the private fee-for-service plans do not
have zero premiuns. |In fact | think one of the plans has a $78
prem um and the other one has an $89 prem um and neither plan
of fers prescription drug benefits.

In the previous three slides |I've given you sort of a
30, 000- f oot overvi ew | ooki ng at whether a plan offers a
prescription drug benefit or not, and other whether it offers a
zero premumor not. W haven't gotten very far in |ooking nore
in depth at these benefits, but | wanted to just give you a
flavor, nore sort of a qualitative flavor of what we have
observed m ght be goi ng on underneath the surface.

The first trend that we find is, obviously, that prem uns

are increasing. In fact if we look at all plans we find that the
average premumin 2001 was about $23, and in 2002 will be about
$35. If we limt our analysis to only those plans that charged a

positive prem umthe average increases from$41 in 2001 to $58 in
2002. So that gives you a flavor of how much prem uns are
i ncreasi ng.

Anmong plans that offer a prescription drug benefit, we
exam ned themto see how that benefit m ght have been changi ng
next year. Two general patterns that | just wanted to point out
are energing. First is that plans are increasing their
copaynents for outpatient prescription drugs, which | don't think
is a big surprise to anyone. And the second trend that |
particularly found interesting is that many of the plans are
dropping their brand nane drug coverage. They're continuing to
of fer generic drug coverage but are dropping the brand nane

cover age.
So those are sonme of our prelimnary findings, and if the
Conmi ssions like we will continue to cone back with nore
findi ngs.
M5. ROSENBLATT: Susanne, this is a great direction. | just

have a suggestion. W heard from Paul G nsburg yesterday norning
on overall trends affecting under-65 non-Medi care popul ati on.



think it mght be interesting to look at the trends that we're
seei ng in Medicare+Choi ce al ongsi de of what trends are we seeing
in the overall industry.

| think one analysis that | mght be interested in, when
you're tal king about going from | think you said $41 to $58,
that's al nost |ike what's happening to the enpl oyee portion of a
total conmercial premumrate. You're only see a piece of the
total. So even though the percentage sounds very high, if you
were to say, what's the total cost of the programif you added in
t he Medi care paynent as well as that prem um and then said,
what's that percentage, and how does that percentage conpare to
the way we're seeing conmmercial premuns go up, | think you'd
have a nore apples to appl es conparison.

DR. RONE: Susanne, | think it would be hel pful also if you
can get these data, and | don't know whether you can, to | ook at
the proportion of the plans that are at the maxi numpermtted
prem um because unlike the situation in the comrercial HMO or a
pl an where there is no statutory limt to what it could go up to.

As | said at a prior nmeeting, |I think that a |ot of the
pl ans that stayed in Medicare+Choice did so by maxi ng out on the
permtted premumin their area, and they're kind of on the cliff
of dropping out of the program because they' ve got nowhere el se
to go with respect to increasing revenues. It would be
interesting to know what proportion of the plans are at the
maxi mum conpared to what proportion were at the maxi mum before.

In addition, one of the factors that that woul d provide
insight inis, while there has been this increase from$41 to
$58, part of that population could not increase; they were
al ready at the maximum so they didn't increase. So that the
proportion of the plans that increased, as opposed to the ones
that could increase is -- the denom nator should be the ones that
were not at the maxi mum-- would al so be an interesting nunber.
So those would be, if you have those data, two suggestions.

DR. HARRI SON: Jack, the data there is a little strange
because it's not that there's a maxi numpremum There's a
maxi mum of copays plus premum |'mnot quite sure how we woul d
find that, because if you were going to do an ACR proposal ny
guess is you would max that out and then charge a prem um above
that for supplenental benefits. |'mnot quite sure how you'd
tease that out otherw se

DR. ROAE: The plans have the data.

DR. HARRI SON: But they still make choices al ong the
prem um copay continuum and |I'mnot quite sure how that would --

M5. NEWPORT: Jack, | think he's right. It would be
difficult. It's not that you exhaust your prem um and then go to
the other copays. You build it differently so that the nmax on
your premiumis something that, dependi ng on your narket, you may



never theoretically go to it.

DR. RONE: | understand, but | guess | was |ooking for those
that felt they don't have any room

DR. HARRI SON: Now there is an issue there and it's a
geographic issue, in that plans in New York, for instance, my --
t he out - of - pocket maxi mum for beneficiaries is calculated on a
nati onal average and that does not vary by area. So plans in New
York may have a di sadvantage because if their patients have
hi gher copays they're not going to be able to -- they may hit
their cap faster. So that may be sonmething we would want to | ook
at .

MR. FEEZOR These figures are fairly close to what we've
observed within Cal PERS in terns of our Medicare suppl enental
mar ket. Susanne and the rest of the team | don't know whet her
there's any -- I"'mcurious as to the non-availability of
Medi car e+Choi ce plans in urban counties where in fact there is a
good HVO mar ket, or there m ght be an HMO narket .

In California we're looking -- there is very clearly an
urban-rural issue, but there's also what | call the non-
conpetitive health care markets where in fact choices are not

available. It's an issue that | think that -- nmaybe it's unique
to California, but when | think of Monterey County it's hard to
think of that as a rural county, and yet that's one of the -- for

instance, an area that we don't have choice. So | don't know
whet her you can find any anecdotal or information relative to why
choices are not in sone of the urban areas would be interesting.

M5. ROSENBLATT: | just want to pick up on what Jack said.
| think there is an area of investigation there. |'mnot an
expert on it, but there is sonmebody at Wellpoint | could put you
in touch with. There's an actuary that really understands how
the actuarial value of the out-of-pocket benefits goes into this.
| think there is an interplay there that's worth considering.

MR. HACKBARTH: Ckay, we should go ahead and nove ahead to
t he next step. Wio's up now?

DR. ZABINSKI: Today I'mgoing to talk about the status of
ri sk adjustnment in Medicare+Choice. Ri sk adjustment in the
Medi car e+Choi ce program has received consi derable attention since
the program was created, and today |'ll discuss the status of
t hat devel opnent. But before doing that | think it would be
useful to review why risk adjustnment itself is inportant.

Now t he purpose of risk adjustnment is to pay plans fairly
for the expected cost of their enrollees if base paynent rates

are set properly. [It's inportant to understand that fair
paynents can only occur if both the base rates and ri sk
adj ustment work properly. |If both are acconplished, plans wll

not | ose or gain based on whether they attract beneficiaries in
good health or bad health. Instead they would conpete on the



basis of benefits and services. Moreover, accurate paynents for
enrollees with serious conditions will give plans greater

i ncentives to devel op effective care managenent prograns for

t hem

Ef fective risk adjustnment also would allow CVMS to avoid
over paynents or underpaynents in the aggregate. Under the
denogr aphi c systemthat is currently in use, for exanple, plans
are overpaid for healthy enrollees and underpaid for those in
poor health. Consequently, the Medicare+Choi ce program woul d be
underpaid or overpaid in the aggregate if health status for
enrollees differs fromthe overall average.

Finally, effective risk adjustnent is necessary to attain
t he Conm ssion's recomendation from March 2001 of fi nanci al
neutrality between Medicare+Choice and traditional Medicare. The
intent of that recommendati on was to nake paynents between the
two sectors equal after accounting for risk differentials.

Now on to the idea of the status of risk adjustnment. W're
currently a long way froman effective risk adjustnent system
Currently there's a blend of a denobgraphic systemthat was in use
bef ore the Medi care+Choi ce program was established that's bl ended
with a systemthat uses the denographic data and di agnoses from
hospital inpatient stays. It's the PIP DCG nodel. Neither of
t hese nodel s perforns exceptionally.

Now CVM5 had intended to replace the bl ended systemin 2004
with a multiple site systemthat uses denographi cs and al
di agnoses frominpatient and outpatient and physician office
encounters. But plans conpl ai ned about the burden of collecting
this full encounter data so the Secretary suspended the
col l ection of the outpatient and physician data in May 2001.

Currently CM5 is looking for an alternative that woul d not
require plans to submt the full encounter data. But if the
agency fails to develop an alternative, ny understanding is that
collection of the full encounter data wll recommence in July
2002.

In any event, we believe that whatever the nodel that CVS
ultimately devel ops should reflect a nunber of principles. Two
of these principles are sinply restatenents of previous
recomrendati ons that the Comm ssion has made. First is that risk
adj ust ment shoul d use di agnoses frommultiple sites of care as
qui ckly as feasible.

Second, paynents in Medicare+Choice and traditional Medicare
shoul d be equal after accounting for risk. The second
recommendation is inportant because it indicates that risk
adj ust ment shoul d redi stribute resources between Medi care+Choi ce
and traditional Medicare.

For exanple, if Medicare+Choice enrollees are healthier on
average than fee-for-service beneficiaries, paynents per



beneficiary should be | ower in Mdicare+Choice to the extent of
the difference in the health status. Conversely, if

Medi car e+Choi ce enrol |l ees are | ess healthy on average than fee-
for-service beneficiaries, paynents per enrollee should be higher
i n Medi care+Choi ce than traditional Medicare.

Now we' ve al so identified three other principles that are
not based on recommendations. First, sinply that risk adjustnent
shoul d be based on data that can be quantified and that both CVS
and the plans can collect.

Second, we recognize that data collection is costly to
pl ans, therefore the data collection should be pursued with
respect to a principle that the cost of collecting the data
shoul d not be disproportionately higher than the benefits from
payi ng nore accurately.

Finally, risk adjustnent should not have the potential to
distort clinical decisionmking. For exanple, |ooking at the PIP
DCG nodel that's currently in use, paynents for enrollees with
i npatient stays in the previous year are increased, but that
nodel does not increase paynents for enrollees if the only
di agnoses is fromoutpati ent system encounters. Sonme have argued
that this gives plans incentives to hospitalize enrollees in
situations where they m ght otherw se treat in outpatient
settings. But |I'd like to point out that CV5 has inpl enmented
nmeasures that nmake this issue somewhat irrelevant in practice.

Now this slide, we have two risk adjustnent systens that are
under consideration. Both are intended to reduce the burden of
data collection on plans. Under option one, plans would submt
primarily diagnoses frominpatient stays, but they would al so
submt a few diagnoses from outpatient encounters, but far fewer
t han what CM5 woul d have had them submt under full encounter
data. The plans would obtain the outpatient diagnoses from
several sources, including clainms-like encounter data, disease
registries, lab data, and drug data. These data would then be
applied to a multiple site nodel that CM5 had consi dered before
data coll ecti on was suspended.

A second option would have plans submt full encounter data
with the sanme anount of diagnoses they would have submtted if
data coll ection was not suspended. However, the plans woul d
subnmit far fewer variables. CM5 had been asking plans to submt
guite a few variabl es, but diagnoses, date of service, and
enrollee ID are actually the only variabl es necessary to run a
mul tiple site nodel.

Now when we conpare these two options we found three
interesting differences. First, option one nay not yield
financial neutrality with fee-for-service Medicare. This is
because CVM5 woul d use fee-for-service clains to identify
beneficiaries' diagnoses and estinate the costliness associ ated



wi th each condition.

In option two, plans would identify their enrollees
di agnoses in an anal ogous way by using clains-like encounter
data. But in option one, plans would use encounter data as well
as data from several additional sources, such as drug data and
di sease registries.

Consequent |y, under option one plans would identify
enrollees with conditions who could not be identified with clains
data, so Medicare woul d pay nore to Medi care+Choice for those
enrollees than it would if those enrollees had stayed in
traditional Medicare.

Second, option one would di sadvant age pl ans that do not have
access to disease registries or drug data because they woul d be
able to identify fewer enrollees with conditions that result in
hi gher paynment. This would not be a problemin option two
because all plans would have the ability to submt encounter
dat a.

Finally, option two has greater power for predicting
enrol | ees’ cost because it would use nore diagnosis information
to classify beneficiaries than would option one. And because
option two can predict costs nore accurately, paynents would nore
accurately reflect enrollees' costs.

|'"d just like to close by saying that today our intention
was sinply to bring comm ssioners up to date on the status of
risk adjustnent. No action on their part is necessary, but of
course we wel conme their thoughts and their conments on the topic.

M5. ROSENBLATT: My thought, first of all, is I'mreally
tired of risk adjustnment. W' ve been dealing with risk
adj ustment since 1993 | think, and it's really sad that we don't
seem nuch further along today than we did back then.

| would |ike another option to be considered, if it's
possible. One thing in the narrative struck ne. | think you had
alittle table there that said, 6 percent of the clains exceed
$25,000. First of all, let me say that the Blue Cross-Bl ue
Shi el d Associ ation would attenpt to nake data available for you
to do risk adjustnent studies, so you should -- and | think Scott
knows who to contact. So | think it would be worthwhile to try
to get sonme actual plan data and do sone studi es.

| think in doing those studies | think you should not only
docurent the results but docunent data probl ens, because | think
you're going to find |ots of data problens. And actually having
you experience those data problens and report on them woul d be
hel pful .

But 1'd like to see sone option explored that just |ooks at
the tail to see what's going on. Because the experinentation
that we've done at Wellpoint with risk adjustnent, in order to
get some of these nmethods, even nethods that use anbul atory dat a,



to give good regression coefficients we've had to chop off the
tail. | just don't think any of these really work very well, so
why not do sonething that's very easy and that just focuses on
the 10 percent of the clains that drive a lot of the dollars.

| also think it would be interesting to docunent, if you get
data fromdifferent plans, are there plans that are show ng that
they have a better result than the average, or are there plans
that are showi ng they have a worse result, what's the
distribution? So I think just documenting where those all fal
out --

DR. ZABINSKI: One question. | just want to make sure |
under st and when you say, better results, worse results. Are you
sayi ng --

M5. ROSENBLATT: Better than average health status versus
wor se than average heal th status.

DR. ZABINSKI: That's what | thought. Just wanted to
confirm

MR. HACKBARTH. Alice, when you say just focus on the tail,
could you just explain a little bit nore about how such a system

M5. ROSENBLATT: |'mtal king about sonething that woul d work
li ke a reinsurance schenme where there would be a charge PMPM nade
to all the plans or sonething |like that, to fund a pool that
woul d then be used to pay plans based on -- for plans that were
capitated, capitated providers you' d need to develop a fee-for-
service equivalent. But paynment for |arge anmount cl ai ns.

MR. HACKBARTH. And you'd charge a premumto the plans
based on the Medi care experience and how preval ent those costs
are in Medicare. |If they have a healthy popul ati on they woul d
never pay for the insurance and --

M5. ROSENBLATT: Right. The idea of it is that you're only
submtting data on those few cl ai ns, as opposed to data on al
enrol | ees.

DR. RONE: | have two points. One mnor point, Dan, is that
on the top of page 3 of your docunment you have an interesting
thing. It starts on page 2. You say, finally a risk adjustnent

system shoul d not have the potential to distort clinical

deci si onmaki ng. The PI P DCG nodel, for exanple, pays nore for
enrol | ees who have had an inpatient stay. This provides an
incentive for plans to hospitalize enrollees in situations they
m ght otherwi se treat in the outpatient setting.

First of all, | think it's physicians generally who
hospitalize patients, not plans, and | think that that's an
important difference there. Secondly, unless you have sone data
to indicate that plans are hospitalizing beneficiaries
unnecessarily, this is a relatively inflamatory statenent and |
don't think it adds anything to the general discussion. |f you
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have evidence, you mght put it in. |If you don't have evidence
you might drop this out or say, although there's no evidence to
indicate this, there is a theoretical -- or sonething. But |

woul d prefer if we had doctors hospitalizing people, not plans.
DR. ROSS: Jack, we'd all prefer that. W were actually
restating a concern expressed by this very comr ssion in previous

reports. It refers to an incentive, not to an actuality, since
only 10 percent of the paynment depends on that system
DR RONE: | know. It's just people will take that sentence

out independent of the footnote and the other sentences | think.
" mjust concerned.

But secondly, | think there's an alnost Alice-in-Wnderland
nature to this fromone point of view [|'mnot sure any of these
statenents are wong, but | believe the Medi care+Choi ce program
is not growing. In fact | believe it's shrinking. | believe
there is a concern in sonme quarters, including Congress, that it
may not be adequately funded, and that some plans are dropping
out based on that, or that's what they say the reason. | believe
there is in fact sone proposed |egislation to change the funding.
| believe that the beneficiaries in Medicare+Choice plans are
generally felt still, although the gap is narrowi ng, to have a
| ower risk profile than in traditional Medicare.

Statenents in here indicating that, of course we shoul d pay
based on the risk will in fact reduce the paynents to the
Medi car e+Choi ce plans and increase the paynents to traditional
Medi care. For MedPAC to therefore, basically nake the
recommendation, which is in the body of what you've said and
witten that the M+C program shoul d have reduced funding at a
point in time when the rest of this is going on does nake us seem
alittle out of touch, or out of the loop. | think that it m ght
be hel pful --

DR. REI SCHAUER:  You voted for it |last year.

DR. RONE: | understand. |I'mjust trying to put this in
some -- nmake us relevant. W mght have a statenment saying that
there is currently discussion about the proper |evel of funding
in the Medi care+Choice program or Congress is considering this,
or the Secretary or CM5 or sonebody, and that in a properly
funded M+C programin bal ance with Medicare there should be
al l ocation according to the risk, or something |ike that. But
just to have it here, irrespective of anything that's going on in
the environment, it just seens a little out of touch.

MR. HACKBARTH. What we're trying to do is define what a
properly funded programis, and our definition of that is that it
ought to be equal to traditional Medicare after risk adjustnent,
and then the cards fall where they may. So yes, there is a
di sconnect between what plans have said about their funding and
what we' ve reconmended. Apparently we just don't see eye to eye
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on a matter of principle.

DR. NEWHOUSE: Two conments. First on option one. By the
tinme you got to the | ast page, Dan, option one seened to have
i ncorporated drug data, which | don't think is inherent in option
one. But in any event, | am concerned about trying to use drug
data in risk adjusting for several reasons. One is we don't have
those data fromtraditional Medicare, and therefore, | don't know
how we incorporate it into the weighing structure.

Second, |'m concerned about possibilities for gamng with
payi ng substantially, potentially a few thousand dollars nore on
t he basis of sone nunber of scripts.

My second conment goes to Alice's remarks about dealing with
the tail, which | have never been a fan of. One for theoretical
reasons, and one for enpirical data, which |I'm happy to share
wi th people. The theoretical reason is it doesn't do anything
about the incentives on the other end to try to creamthe good
risk.

The empirical data are from sone work by John Chapman who
studi ed 50,000 people in an I PA, and he | ooked at the group that
was in the top 5 percent of spenders in year one, and the top 30
percent -- the top 5 percent being sone approximation to the
tail. Then he | ooked at what happened to them downstream and how
much a plan would have earned if it had been able to get rid of
sonme fraction of people in the top 5 percent, some people in the
top 30 percent.

What he found was there wasn't all that ruch profit in
getting rid of the top 5 percent. The profit was really in
getting rid of the top 30 percent. The reason for that seened to
be that the top 5 percent had a | ot of one-tinme only high costs.
They regressed to the nmean faster than the top 30 percent, or the
next | evel down where there was nore chronic di sease.

MR. FEEZOR  Joe, just a quick followup to your comrent.

Not having drug availability for the regular Medi care popul ati on,
but certainly our exam ning the various risk adjustnent

i ndi cators, the drug becane a very powerful one in terns of

Wi thin our population, so | wouldn't want to di sm ss that

al t oget her.

Just one other. Dan, following up on Alice's coments, we
struggled with the data availability in a study that we did, just
concluded |l ast year in California. Gven the fact that we have a
significant nunber of different paynment mechani sms, so we were
very concerned about the availability of data and the quality of
that data. | don't know whether you've seen that or not, but
we'll nmake that available to you. It will probably be very
hel pful , because --

And then the final observation is, it may be hel pful in
| ooki ng at the concerns that various Medi care+Choi ce vendors have
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had about the data availability for risk adjustnent, and it may
be hel pful as we exam ne those concerns to take into account
those who are either current players still in that market, or
would |ike to be, versus those who in fact have nade a corporate
decision to in fact not be a part of that program any nore.

M5. NEWPORT: For the new conm ssioners that haven't been
puni shed with ny diatribes on risk adjustment in prior years,
theory is one thing. | think practical application and
operational inpact is quite another when you're trying to create
a process where you can incentivize in a rationale way providers
to participate in the program and therefore provide a broader
spectrum of benefits including drugs. This is where it really
has fallen apart.

The whol e genesis of suspending data collection in the
out patient sector was the overwhel m ng burden it was placing on
providers and the plans to nake sure and verify that they had the
accurate data. And then not have those costs overwhel mthe
i ncreased paynment or the decreased paynent in markets where your
overall nedical cost ratios couldn't be paid for by the revenue
that was comng in from Medi care.

| think that's part of the problem Yes, it sounds
wonderful to risk adjust, and it sounds wonderful to say that
this is aright-size of paynent. But it is not necessarily
theoretically sustainable in a marketpl ace.

The concern |'ve always had with this is that in saying the
average paynment is too high or too | ow never seens to recognize
t he added value that is required for plans to bring to the tabl e,
whi ch includes drugs, which has been of inmmense val ue across the
board in inproving quality, in inproving the type of care, the
continuity of care, and incenting themto, pre-risk adjustnent,
nmove to quality care managenent prograns across the board, and
incentivizing sone products in addition to what we offer in terns
of continuity of care, and di abetes prograns, and managenent of
folks with chronic heart disease.

So | think that part of the issue, and hopeful ly envel opi ng
sone of the things that have been said, is that | feel like w're
kind of trying to continue to support a process that isn't
wor ki ng, has had a negative inmpact on plan entry, and contri buted
to plan exits to the program | think that in sonme of the
citations you have in the paper the plans have, in an attenpt to
create an outpatient data process for getting to risk adjustnent,
have said we shoul d seek data from ot her sources including
pharmaceuti cal data sources, not any one of which is supposed to
be totally effective.

But at least it is available and does give you an
opportunity to get to the tail, as Alice says, and say, okay,
here is a less perfect nmethod for saying that the pricing of this
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or the paynent for this is a little nore accurate w thout then
over burdening the systemin terns of what we have to do to go
forward with it.

And nore inportant than anything else is the predictability
of payment over tinme and saying to your provider partners, we can
guarantee you a certain |level of paynent for the costs you' ve
incurred that is predictable and right-size. Because this never
has really recognized that this is a system of integrated
provi ders and vendors and hospitals and sites of care that are
variable in and or thenselves. So we're paid and then we have to
drive that paynent accurately down to those fol ks that we
contract with, and they deserve predictability. That's where
this all conmes together in a rather awkward situation

So | think that whatever the final paper is needs to reflect
sonme of the nmarket realities and concerns, and sonme of the
efforts, good faith efforts that Alice has suggested as well, to
come up with this process of better inforned and | eads to sone
better paynent, but al so nmakes sure the program continues. So
this is not an easy area. It's not going to be an easy area.

But | think we need to accommpdate sone of the realities of what
i s happening in the marketplace right now

MR. HACKBARTH:. Ariel, welcone.

MR WNTER  Good norning. | will be discussing with you
today the carve-outs of nedical education paynents for
Medi care+Choice rates. First | will explain how plans are paid,
and di scuss the inpact of the carve-out on plans and teaching
hospitals. Then | will discuss a potential issue the Comm ssion
may Wi sh to consider, which is howto treat nedical education
paynents under the principle of financial neutrality between
Medi car e+Choi ce and fee-for-service.

The 1997 Bal anced Budget Act set up a very convol uted
paynent system for Medicare+Choice plans. The plans paynent rate
is based on the county in which an enrollee lives. The county
rate is the highest of a floor rate, a 2 percent increase from
the prior year's rate, also called the m ninumupdate, and a
bl end of national and |ocal rates which is subject to a budget
neutrality test that is intended to keep spendi ng under the BBA' s
systemin line with spendi ng under the previous system

The local rate is based on | ocal fee-for-service spending
m nus medi cal education paynents nmade to teaching hospitals,
which is called the carve-out. This carve-out includes both
di rect graduate nedi cal education paynents and indirect nedical
education paynents and is phased in over a five-year period. GVE
and I ME are paid directly to teaching hospitals that serve
Medi car e+Choi ce enroll ees. The national rate is sinply the
average of the local rates.

This slide has a table that shows the inpact of the carve-
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outs on MtC paynent rates by type of county in 2000. Across the
top row of the table, the counties are divided by type of MtC
paynment they received into blend counties, 2 percent updates, and
floors. Down the left side, the counties are divided by the

| evel of GVE paynent.

You'll notice first that the 2 percent update counties in
the center are not affected by the carve-out, which is somewhat
surprising. This is because under the paynent system set up by
the BBA, the base that's used to calculate the 2 percent updates
was not subject to the carve-out. And the carve-out was al so not
taken fromthe floor rates. It was only taken fromthe base used
to calculate the blended rates, which is why they're the only
ones that are affected by the carve-out.

You can see that blend counties with above average GVE
paynments experienced average reductions in paynents of 3.5
percent, and blend counties with bel ow average GVE paynents
experienced average paynent reductions of 2.5 percent in a year.

DR. REISCHAUER This is only a fraction of what it would be
in 100 percent.

MR. WNTER Right, in 2000 it was 60 percent, in "0l it's
80 percent, and 2002 fully phased in at 100 percent.

DR ROAE: It will be 5 percent.

MR. WNTER  One hundred in 2002. | think it will be
actually 4 percent when it's fully phased in, 4 percent of total
payment s.

DR. ROSS: What Jack is getting at is if it's 3.5 percent in
2000 when that was at 60 percent, and when it goes to 100 that
nunber woul d have been five.

MR. WNTER That's right, exactly.

DR RONE: It would be like 3.5 and 5. 5.

MR. WNTER Here we have sonme exanpl es of counties that
were affected by the carve-out in 2000. The first set of
counties are those with the largest reductions in total paynents.
Each county in that group experienced paynent reductions of about
$30 million in that year.

DR. ROAE: You nean plans in those counties. The counties
didn't experience reductions.

MR. WNTER: Yes, plans in those counties. Thank you. The
nunber after each county is the percent reduction in paynents for
plans in that county. Although the percent reductions are not
very | arge, because each of these counties has nmany enroll ees,
the total payment reduction is significant.

The next set of counties are those with the |argest percent
reductions in paynents. The first three counties listed, Pitt
County, North Carolina, and Dodge and O nsted Counties, M nnesota
actually did not have plans, but |I've decided to present them
here to illustrate the highest -- the upper end of the range of
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reducti ons.

The last two counties |isted, Monroe, New York and New
Haven, Connecticut were the counties with the |argest rate
reductions that actually had M+C plans in 2000.

Now I'I'l talk a bit about the inpact of the carve-out on
teaching hospitals. In 2000, total nedical education paynents
made to teaching hospitals for serving MtC enrol | ees were about
equal to the noney carved out of the MtC paynents. Even though
the entire systemis roughly budget neutral, the counties with
hospitals that received nmedi cal education payments for MC
enrol | ees were not always the sane counties with plans that | ost
pl an paynents due to the carve-out.

Counti es that gai ned nedical education paynents under the
carve-out systemwere those with high use of teaching hospitals
by MtC enrollees. Counties wth plans that |ost paynents under
the systemwere those with high rates of GVE, bl ended M+C paynent
rates, and nmany M+C enroll ees. Because there was not conplete
overl ap between these two sets of counties, there were counties
that had hospitals that gained GVE paynents but did not have
pl ans that | ost M+C paynents.

In other words, they had their cake and ate it too.
Exanpl es of these areas include Phil adel phia, Pittsburgh,
Manhat t an, and Houst on.

DR RONE: I'ma little confused by the use of the word
counties because this slide says the inpact of the carve-out on
teachi ng hospitals, but you're tal king about counties. Before
you were tal king about counties and you neant the plans.

MR. WNTER  Right.

DR. RONE: When you say counties here now you nean the
t eachi ng hospital s?

MR. WNTER What |'m |l ooking at is, at the county |eve
what were counties that had teaching hospitals that received
medi cal education paynents under the system and also within the
same county what was the inpact on MtC plans paynents in those
counti es.

DR ROAE: |I'mjust suggesting in the text or whatever that
we tal k about teaching hospitals in counties, or health plans in
counti es.

DR. NEWHOUSE: Pl ace of service versus place of residence.

DR. RONE: Right.

MR WNTER I'll do that. Thank you.

G ven this background on the M+C paynent system and the
carve-out, the Comm ssion may wi sh to consider how to treat
medi cal education paynents in the context of its reconmendation
that paynents to M+C pl ans and fee-for-service spendi ng be
financial neutral in |local areas.

On the one hand, in its previous reports the Conm ssion has
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treated nedi cal education paynents as paynents for enhanced
patient care received in teaching hospitals. Thus, when we
determ ne M+C paynents GVE should be treated the sane as ot her
fee-for-service spending on patient care. Therefore, it should
be included in the paynent rate.

On the other hand, the carve-out hel ps ensure that M+C
enrol | ees have access to teaching hospitals by providing
hospitals the sane GVE paynent for M+C and fee-for-service
beneficiaries. If we start to include GVE in the MtC paynent
rates, plans would be able to use the GVE for other purposes and
enrol | ees' access to teaching hospitals could be |imted.

That's nmy presentation and | ook forward to your conments
and feedback.
DR ROCSS: | just wanted to add one reiteration to what

Ariel said on that to make sure it didn't get lost in the bullets
because it relates to that second point, that on the other hand,
which is the prem se behind the carve-out was to bypass sone of
the negotiations that mght go on. But the practical inpact
under the current paynment system has noved noney from one county
to another. That was news to nme and | found that interesting.

DR. NEWHOUSE: | don't know about that. |If I'"'ma patient in
Arlington and I cone in and use Georgetown Hospital -- that's not
what you're tal king about?

DR. ROSS: No, that's not what it is. The noney is noving

around because of the blend issue. | don't believe, and you guys
could correct ne on this -- it's not a question of sonebody
living in Arlington and going to Georgetown. It's a question of
a carve-out happening in one county and that nobney show ng up
across the country. |It's a conplete anomaly in the paynent

syst em

DR. NEWHOUSE: Wiy is it showi ng up across the country?
It's just not showing up in certain counties because the bl ends
and the floors are binding there and take precedence over the
carve-out. So | don't --

M5. BURKE: Isn't it showing up in teaching hospital s?

DR. ROSS: But not necessarily -- the noney that is renoved
fromthe paynments to MFC plans in one county is not necessarily
showi ng up as hi gher paynents to teaching hospitals in that
county. It is showing up as higher paynments to teaching
hospitals in some other county.

DR. NEWHOUSE: Because those counties are in floor and bl end

DR. RONE: The idea was to make sure that whatever county
your nother lives in, who's a Medicare beneficiary, that she
woul d have access to the academ c nedical centers or to the
teachi ng hospitals that she would go to. | thought that was the
idea, right? And what you're saying is that's not --



17

MR. MIULLER  The floor factor -- I'"'mlost now Is this nore
the floor effect, or is it nore the effect of where they go
conpared to where they |ive?

MR. WNTER: The biggest inpact is the anomaly in the
paynent rate. That is doesn't cone out of the floor or the
m ni mum update counties. The factor of people who live in
Arlington going to Georgetown Hospital and therefore Georgetown
Hospital getting the additional medical education paynent m ght
be a small part of that. But the nmuch larger inpact is as a
result of the way the paynent systemis set up.

DR. NEWHOUSE: Let nme try to frame because |'ve got to wal k
out of here nonentarily. | think it goes along the |ines Jack
started but it's which type of error you would rather live with
| look at this as, this is put in as a paynent to the teaching
hospital s saying, if you want access to this noney you're going
to have to admt Medicare beneficiaries. Only from MtC, the only
way you're going to be able to do that is offer the plan a
conpetitive rate. Your rates are higher. Here's sone noney that
you can use to subsidize your rate and conpete with non-teaching
hospitals for M-C busi ness.

M5. BURKE: Joe, having been involved in this substantively
at the outset, as you were, the intention as | recall was to
essentially pull out of a rate that was going to be paid to an
institution a teaching cost that that particular institution was
not going to incur because they didn't do teaching. That in
calculating the rates we wanted to separate out if you
essentially were providing benefits to a Medicare beneficiary in
a teaching facility, that teaching facility should receive the
noney that is targeted to teaching costs.

DR. NEWHOUSE: This goes back to the notion that the higher
rates are really not teaching costs fromthe old GVE report. But
let me deal with the two types of errors you have. The issue is
whet her you -- to what degree the plans -- let's assune for the
sake of argunent that there's sone people in teaching hospitals
that could be equally well treated in non-teaching hospitals at
the nonent. So there's sone efficiency gains fromreallocating
patients toward non-teaching hospitals that plans let's assune
woul d do even if --

MR. MIULLER: Contrary to patient choice --

DR. NEWHOUSE: |If they got the noney, that that's what they
woul d do. On the other hand, they m ght al so take sonme people
out of teaching hospitals that should be in teaching hospitals by
sonme criterion because of the financial incentive to do that if
t hey got the noney.

So as | read this carving the noney out, it's basically to
take both incentives away fromthe plans; the incentives to nove
out appropriately and nove out inappropriately. So that the
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j udgnment about whether it should be carved out really turns on to
what degree one thinks plans woul d take peopl e out appropriately
versus take people out inappropriately.

DR. RONE: \What's your opinion about the effect of your
epi phany on this?

DR NEWHOUSE: | don't think it's -- what | just said, both
ways it's consistent with that. That is to say | think this is -

[ Laughter.]

DR. NEWHOUSE: If you say what we're buying is we're buying
a different product when you have this patient at a teaching
hospital, it's a different and nore costly product, and it is on
bal ance worth it, but for sone patients it's not worth it. Then
the i ssue beconmes how sensitive the planis if it gets the noney
rather than the teaching hospital, in renoving the people that
one woul d say by sone criterion should be renoved, versus
removi ng the people that one would say shouldn't be renoved.

DR. ROAE: Is your opinion influenced by the point that
Murray made about the way it was actually working out?

DR. NEWHOUSE: That really is another point. | accept
Murray's point, but that seens to nme to argue for, if you want to
pull it out of the blended counties, you should pull it out of
everything and not just the floor and the bl end.

M5. NEWPORT: |'mtroubled by that. This is a solution that

was based on the old AAPCC paynent nethod which it was inposed

si mul taneous with the new paynents, and we have to understand
that. So the value may -- if the paynent methodol ogy had stayed
t he sane, nay have been a value. Now it's anachronistic in terns
of what it does, and in effect with the 2 percent updates for
nost of the counties because the blend or everything else is
eaten up -- eats up any rate increases, this is a zero sum gane.

MR. MIULLER  But the 2 percent cap would have the problens
you say it has independent of this carve-out.

M5. NEWPORT: Yes. But the findings here, which may have
been surprising to sonme people, aren't really that surprising
when you | ook at the congruence of events and what the timng
was, in terns of what it was designed to do.

MR. HACKBARTH. We've got to get this to a conclusion. On
this particular topic, is there anything else that you need from

us today? If not, I'lIl let Ray have the last word on this and
then we need to go on.
DR HARRISON: | think there are two problens. One is the

short-term probl em where we have noney com ng out of different
counties and where it's going back in. And then the |ong-term
problemis how do you rationalize this with the epi phany?

MR. HACKBARTH. We're not going to resolve those today, |
dare say.
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DR. STONERS: My quick coment is two things. One, | don't
think the county has anything to do with the service area, which
we've said is not a major part.

My second part is this is dollars that woul d have been in
Medi care that are now going to the Medi care+Choi ce plans and
nowhere in fee-for-service do we try to connect where the GVE
dollars are conming fromto where they' re going, because the
entire nation -- and all of Medicare pays for GVE wherever it
occurs. And now we're starting to try to take a | ocal area and
apply to where the GVE is going.

| think we're making a quantumleap there at all to even
think that the GVE dollars out of a particular area that has
managed care should only go to GVE in that area. Because nowhere
el se in Medicare do we do that. The entire nation pays for GVE

So to try and |ink that back to one particular county --

M5. BURKE: But in the fee-for-service nodel it pays for --

DR. STONERS: But as many as would have been in -- if the
noney, as a pool, was all paying for GVE across the nation, that
part was not taken out when the noney was handed to
Medi car e+Choi ce.

M5. BURKE: But in fee-for-service it tracks where the
person is. The nultiple is applied to where the patient is as an
inpatient. [It's not generic. If I'"'min a non-teaching hospital
| don't get an adjustnent.

M5. NEWPORT: But it doesn't go to the plans.

DR. STOAERS: But in the 95 percent was the GVE dol |l ars.
That's why they're taking it back. But we're trying to take it
back to a specific region of the country, not taking back and
putting it in the whol e pool.

MR. HACKBARTH. W need to nove on because we're not going
to resolve this issue today.

We've got one last piece. | appreciate people' s patience.
It is inmportant, though, that we at |east have a prelimnary | ook
at the conpetitive issue. Scott?

DR. HARRI SON:  Anot her issue you won't resolve today, |I'm
sure.

MR. HACKBARTH. | think that's inportant to keep in m nd,
Scott. What | think we're trying to acconplish here is get the
issue on the table and introduce it. Please handle your
presentation accordingly.

DR. HARRI SON: Let's take a | ook at what we night nmean by
the termconpetitive bidding, just quickly. A commobn conception
of conpetitive bidding is that of a winner-take-all auction where
the |l owest bid wins and gets the contract. O ten under these
types of arrangenents quality or other factors |ike product
differentiation only make a difference if the biddi ng nechani sm
makes a provision for them
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But | want to get away fromthis definition because it
really wouldn't do anything -- this conception doesn't do
anything to add choice for beneficiaries and this really is not
t he prem se behind any Medi care+Choi ce or Medicare reform

proposal s.

Instead, | want to focus on the conception of conpetitive
bidding that is enbodied in the concept of the free market for
heal th insurance. |Insurers would devel op products with quality

and ot her characteristics that they would include as part of
their offerings or bids. Buyers, in this case beneficiaries,
woul d face margi nal price decisions for the different offerings
and woul d nmake price/quality/conveni ence tradeoffs.

This conpetitive bidding concept could accommobdate either
using the bidding results to set the governnent contribution or
not .

We al ready have this formof conpetitive bidding in the
Medi car e+Choi ce program Pl ans conpet e agai nst one anot her on
the basis of benefits and prem uns. They even conpete agai nst
the Medicare fee-for-service program although there are limts
to the paraneters of conpetition

One of these limts will be | oosened in 2003 when a BI PA
provision kicks in that will allow plans to rebate all or a
portion of the Part B premumto their enrollees. Currently,
Medi car e+Choi ce organi zati ons cannot offer plans that are |ess
expensive than the fee-for-service program only plans with
richer benefits. So this change in 2003 may change the
conpetitive dynam cs and allow freer conpetition with the fee-
for-service program

Even with freer conpetition, nost beneficiaries will renmain
unaffected. The beneficiaries in the traditional Medicare fee-
for-service programreceive the sanme benefits at the sane price,
regardl ess of whether there are conpeting plans in their areas,
and there are no conpeting plans in nmany areas.

Finally, an inmportant point for this topic is that the
conpetition does not affect the governnment contribution,
ot herwi se known here as the Medi care+Choi ce paynent rate.

G ven that we have a | evel of conpetition, and in |ight of
our recomrendations for financial neutrality between enroll nment
i n Medi care+Choice plans and enrollnment in the traditional fee-
for-service program what could we hope to gain from having the
results of conpetitive bidding being used to set the
Medi car e+Choi ce paynent rates? Proponents suggest that
conpetitive bidding woul d encourage greater conpetition, reduce
Medi care costs and be nore equitable across the country.

Wul d paynent rates based on conpetitive biddi ng encourage
nore plan entry? In areas where there are not currently any
plans, it's hard to cone up with any reasons why a plan that was
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not al ready participating woul d decide to participate under
conpetitive bidding rules that could only | ower paynent rates
conpared with the financial neutrality nodel

Participation could even be discouraged if conpetitive
bi dding did not include a traditional Mdicare fee-for-service
program Under such a nodel, the plans would only be conpeting
with thensel ves and | ow bids would result in | ower paynent rates
and woul d | eave the fee-for-service programunaffected. | think
we saw sone fears of this in the denonstrations. Because plans
woul d be at a disadvantage relative to fee-for-service, they
woul d be less willing to participate than under a financi al
neutrality franmework.

One type of conpetitive bidding nodel should not hurt plan
participation relative to a straight financial neutrality node
and participation m ght perhaps increase due to a possible change
in the conpetitive dynam cs.

If the traditional programlocal area costs were treated as
a bid, the relative bids of the plans would | ook the sane as
under financial neutrality and thus, participation wuld be
likely to stay the same barring new dynam cs.

As far as saving noney, any tinme bids cone in belowthe
Medi care fee-for-service costs, there is the potential to | ower
total Medicare costs through higher prem unms paid by
benefi ci ari es.

One nodel woul d change the effects from geographic variation
in fee-for-service spending. The nodel would result in
beneficiaries in different areas paying different prem uns for
the traditional programinstead of the current situation where
different beneficiaries in different areas have access to
di fferent benefit packages at the sane price.

Let's take a look at this type of nodel as an illustration.
Thi s nodel woul d have plans bid on a set of standard benefits.
The | ocal Medicare fee-for-service costs would be considered as
the bid for the traditional Medicare plan. The paynent rates
woul d be set based on the bids. The general idea is that the
rate would be set at the |lowest bid and you m ght need to nmake
sone adjustnments so that you coul d guarantee everybody a plan if
t hey wanted one at the | owest bid.

Because everyone coul d always get into traditional Medicare,
t he paynment rate woul d never be above the fee-for-service rate.
In areas where there were no plans, the paynent rate woul d al ways
equal the fee-for-service rate. Beneficiaries would then pay
additional premiunms to join plans, including the fee-for-service
pl an, that had bids above their |ocal paynent rate. The
addi tional prem unms raised could be used either to increase the
| evel of benefits in the nationw de standard benefit package, or
could lower the overall cost of the Medicare programto



22

t axpayers.

What m ght be expected to happen under this type of systenf
First, the nature of the Medicare entitlenent woul d change.
Beneficiaries would no longer be entitled to receive the
traditional Medicare fee-for-service programfor a set prem um
| nst ead, beneficiaries would be entitled to receive the sane
benefit package that is offered under the traditional Medicare
program but woul d not be guaranteed that those benefits would be
delivered through the broad choice of providers that are
available in the fee-for-service program

The gains from |l ower bids generated by conpetition would
shift fromthe enrollees in the less costly plans -- that's
currently who receives the benefits -- to all beneficiaries
and/ or taxpayers. Al beneficiaries nationwi de woul d have access
to the basic benefit package at the sane premum but all would
have to pay nore if they wanted a nore costly plan, unlike the
current situation where beneficiaries in some areas have access
to plans with extra benefits for no additional prem uns.

Cost growt h under this type of system would depend on the
results of the annual bidding process, but total spending in any
| ocal area would be limted to the | evel of per capita fee-for-
service spending in the traditional Medicare fee-for-service
program

That ends the presentation and I'd |like to know what parts
of this you'd |ike to see incorporated in further work, as well
as any of the other topics.

MR. HACKBARTH. |If | understand this correctly, this has
maj or dramatic inplications. It basically says the one
conpetitive bidding nodel that makes sense from a conceptua
st andpoi nt, you basically have to abandon the entitlenment to a
free choice fee-for-service plan. The entitlenent is no | onger
that. The entitlenment beconmes paynent for the | ow cost bidder,
which may not be a fee-for-service plan at all but a restricted
choice plan. So that's a huge phil osophical shift.

If you're not prepared to do that, the other nodels of
conpetitive bidding don't seemto nake a whole |lot of sense to
me, or difference. |In fact, they could nmake things worse in
terms of participation, but they're unlikely to nake things
better.

DR HARRI SON: | agree.

DR. REI SCHAUER. What are you saying, that if you aren't
willing to sign on to sonething like this, it's not worth
pursui ng? | mean, because this is really the nost radical of the

alternatives that are out there, and none of the |egislation
that's ever been proposed goes this far. The furthest would be
the Bi parti san Conm ssion where you had a wei ghted average
reference prem um as opposed to the | owest prem um
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DR. HARRI SON:  You coul d incorporate sonething |like that,
but you'd have simlar results, probably.

MR. HACKBARTH. But the basic point is that you' d have to
change the notion of the entitlenent. 1It's no |onger to an open
choice fee-for-service plan, but rather to a bid. And that could
be an average of bids, it could be the |owest bids, but it
woul dn't necessarily -- or perhaps even likely -- be a free
choi ce pl an.

And so you woul d be paying nore for --

DR. REI SCHAUER There's a question between the entitl enent
and what you have to pay for it and whether everybody in the
nation has the right to pay the sane anount. Those are sort of
different variants. But there still would be an entitlenent at
sone price to a fee-for-service Medicare benefit package.

MR. HACKBARTH. At sone price.

DR. REI SCHAUER: The question is, depending on where you set
the reference premium are you -- you can set it, as the
President did and Breaux-Frist Il does, at the fee-for-service
cost in every area.

DR. HARRI SON: Wiich is basically the financial neutrality
principle.

DR. REI SCHAUER: Yes, the financial neutrality principle or
somewher e el se.

M5. NEWPORT: | guess in our direction to you, we asked you
to ook at some of this stuff. | guess follow ng on that
di scussion is where do we go fromhere, in ternms of the chapter?
In my mind, | think | was really thinking about are we going to
set sone bounds on what this could | ook |ike? Wat the
positive/ negative inpacts of that mght be? | guess I'mtrying
to figure out how we give hi mneani ngful direction on what we
really need to | ook at.

| think this actually was good and it helped get nme to think
about this a little nore dynamcally. But |I'mnot sure that we
have tinme enough to give you the right kind of ideas on this.

G enn, did you have a concept?

MR. HACKBARTH: | actually think what Scott presented is
very helpful. The big problemright nowis that we've got too
little tinme and too few comm ssioners to discuss it. So rather
t han having Scott go off into a lot that's new, I'll defer to Bob
and he'll tell Scott to go off and do a lot that's new.

DR, REISCHAUER It strikes nme that if we were going to
describe illustrative nodels, we really should describe three at

a mnimum This, one that's based with a reference premumto
sone average. And so in sone areas fee-for-service could cost
and in sone areas it wouldn't. And the one which is, to the
extent anything is in political play, is in play now, which is
the reference prem um being fee-for-service Medicare. And then
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t he consequences of each of those for cost savings, for
enrol | ment, for whatever.

DR. ROSS: One of the things that would be hel pful to staff
-- and | recognize we need a broader participation to get this,
what do we want to get out of all of these mechanisnms? Part of
what we wanted to bring you was the Commi ssion has noved to this
financial neutrality principle, yet everybody tal ks about
conpetitive bidding. OQur reaction is well, if by conpetitive
bi ddi ng you nean plans set their own prem uns, effectively we'll
have that in 2003.

Then what is it we want fromconpetitive bidding? Is it
savings? |Is it sonething else? W can bring you a coupl e of
options and work through that.

M5. NEWPORT: You'll say that we'll have that in 2003.
You're presuming we will have |egislation next year to do that?

DR. HARRI SON: There is a provision -- it may not be free.
You will be able to cone in, this year it will be $54 bel ow the
fee-for-service plan. You could rebate up to the full Part B
prem um next year, which you couldn't do now.

DR, REISCHAUER W th all that spare cash you have, Janet.

M5. NEWPORT: Frankly, you know, $1.40 isn't going to cut
it. 1'"mbeing facetious.

| guess |I'mhaving trouble thinking that that is a real live
-- it's not on our radar screen as something that's an inportant
conpetitive bidding factor.

MR. HACKBARTH. | |ike Bob's suggestion. W probably need
to spend a little time reviewi ng some of the presentation from
today, since a |lot of people mssed it, supplenent it with the
different nodels and the inplications for savings and what not.

DR. HARRI SON: There actually is a Health Affairs article
out now. It mght be only a web version. But it's by Ken Thorpe
and Adam Atherly, | believe. 1t actually |Iooks at three nodels
and gives national figures for savings in enrollnent. W could
differ on sone of the assunptions of enrollnent, but | think
can cite a lot of that work.

MR. HACKBARTH. Al right. W're finished wth this.



